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EXPOSURE DRAFT 
PROPOSED STATEMENT ON 
AUDITING STANDARDS 
SPECIAL REPORTS 
AUGUST 31,1988 
Prepared by the AICPA Audit ing Standards Board 
For comment from persons interested in audi t ing and reporting 
Comments should be received by October 3 1 , 1988, and addressed to 
AICPA Audi t ing Standards Division, File 2347 
1211 Avenue of the Americas, New York, N.Y. 10036-8775 
SUMMARY 
Why Issued 
The Auditing Standards Board is issuing this Statement to provide practitioners with guidance when 
expressing an opinion in connection with — 
• Financial statements prepared in conformity with a comprehensive basis of accounting other than 
generally accepted accounting principles. 
• Specified elements, accounts, or items of a financial statement. 
• Compliance with aspects of contractual agreements or regulatory provisions related to audited finan-
cial statements. 
• Financial presentations to comply with contractual agreements or regulatory provisions. 
• Financial information presented in prescribed forms or schedules that require a prescribed form of 
auditor's report. 
What It Does 
This Statement changes generally accepted auditing standards as follows: 
• Prescribes a new special report form that parallels the form of the new auditor's standard report in SAS 
No. 58, Reports on Audited Financial Statements 
• Clarifies that there is no requirement to describe in the special report how the presentation differs 
from a presentation in conformity with generally accepted accounting principles 
• Amends guidance on reporting on compliance with contractual agreements in connection with an 
audit by restricting the distribution of these reports and limiting the matters that an auditor can pro-
vide assurances on to auditing and accounting matters 
• Clarifies requirements for issuing, and restricts the distribution of, special reports on financial presen-
tations prepared to comply with a basis of accounting prescribed in a contract or agreement that 
results in a) a presentation that is not GAAP or an other comprehensive basis of accounting (OCBOA) 
or b) an incomplete GAAP or OCBOA presentation 
• Deletes the requirement to express an adverse opinion on presentations prepared to comply with 
contractual agreements or regulatory provisions that are not in conformity with GAAP or OCBOA 
How ft Differs From Existing Standards 
This SAS supersedes previous guidance in SAS No. 14, Special Reports (AICPA, Professional Stand-
ards, vol. 1, AU sec. 621). This Statement also revises and incorporates guidance contained in the fol-
lowing interpretations of SAS No. 14: 
• Reports on Elements, Accounts, or Items of a Financial Statement That Are Presented in Conformity 
With GAAP 
• Financial Statements Prepared in Accordance With Accounting Practices Specified in an Agreement 
• Reporting on Special-Purpose Financial Presentations 
• Adequacy of Disclosure in Financial Statements Prepared on a Comprehensive Basis of Accounting 
Other Than GAAP 
This Statement is effective for special reports issued or reissued on or after January 1, 1989. Practitioners 
may follow this guidance when reporting on the special presentations covered by this Statement until 
such guidance is finalized. 
This exposure draft has been sent to — 
• Practice offices of CPA firms. 
• Members of AICPA Council and technical committees. 
• State society and chapter presidents, directors, and commit-
tee chairmen. 
• Organizations concerned with regulatory, supervisory, or 
other public disclosure of financial activities. 
• Persons who have requested copies. 
American Institute of Certified Public Accountants 
1211 Avenue of the Americas 
New York, NY 10036-8775 
(212) 575-6200 Telex:70-3396 
Telecopier (212) 575-3846 
August 31, 1988 
Accompanying this letter is an exposure draft of a proposed statement on auditing standards titled Special 
Reports, which would supersede SAS No. 14, Special Reports (December, 1976). 
This proposed Statement prescribes a new special report form that parallels the form of the new auditor's 
standard report in SAS Mo. 58, Reports on Audited Financial Statements. In addition, the Statement clari-
fies that there is no requirement to describe in the special report how the presentation differs from a pre-
sentation prepared in conformity with generally accepted accounting principles (GAAP). Therefore, the 
new proposed special report form contains a statement that the presentation is not intended to be in con-
formity with GAAP rather than the statement, contained in the current report, that the presentation is 
not intended to present financial position and results of operations in conformity with GAAP. (However, 
the proposed SAS retains the requirement to describe, but not quantify, how the presentation differs from 
GAAP in a note to the financial statements.) 
This proposed SAS also amends guidance on reporting on compliance with contractual agreements in 
connection with an audit (for example, loan compliance letters) by restricting the distribution of these 
special reports and limiting the matters on which auditors can provide assurances to auditing and 
accounting matters. 
In addition, this proposed Statement also clarifies the requirements for issuing, and restricts the distribu-
tion of, special reports on presentations prepared to comply with contractual agreements or regulatory 
provisions that result in— 
• Presentations that are not in conformity with GAAP or an other comprehensive basis of accounting 
(OCBOA), and 
• Incomplete GAAP or OCBOA presentations. 
Furthermore, it deletes the requirement to express an adverse opinion on presentations prepared to com-
ply with contractual agreements or regulatory provisions that are not in conformity with GAAP or 
OCBOA. 
This proposed SAS also provides guidance (consistent with the guidance in SAS No. 58) on the auditor's 
reporting responsibilities for the consistent application of accounting principles and material uncertain-
ties in special reporting situations. 
Comments or suggestions on any aspect of this exposure draft will be appreciated. The Auditing Standards 
Board's consideration of responses will be helped if the comments refer to specific paragraphs and include 
supporting reasons for each suggestion or comment. 
In developing guidance, the Auditing Standards Board considers the relationship between the cost 
imposed and the benefits reasonably expected to be derived from audits. It also considers differences that 
the auditor may encounter in the audit of the financial statements of small businesses and, when appro-
priate, makes special provisions to meet those needs. Thus, the Board would particularly appreciate com-
ments on those matters. 
AICPA 
Written comments on the exposure draft will become part of the public record of the Auditing Standards 
Division and will be available for public inspection at the offices of the AICPA after November 30, 1988, for 
one year. Responses should be sent to the AICPA Auditing Standards Division, File 2347, in time to be 
received by October 31, 1988. For convenience in responding, a perforated response form is attached. 
Practitioners may follow this proposed guidance when reporting on the special presentations covered by 
this proposed Statement until such guidance is finalized. 
Sincerely, 
Jerry D. Sullivan 
Chairman 
Auditing Standards Board 
Dan M.Guy 
Vice President 
Auditing Standards Division 
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PROPOSED STATEMENT ON AUDITING STANDARDS 
SPECIAL REPORTS 
INTRODUCTION 
1. This Statement applies to 
auditors' reports issued in connection 
with the following: 
a. Financial statements prepared in 
conformity with a comprehensive 
basis of accounting other than 
generally accepted accounting 
principles (paragraphs 2 through 
10) 
b. Specified elements, accounts, or 
items of a financial statement (para-
graphs 11 through 16) 
c. Compliance with aspects of con-
tractual agreements or regulatory 
requirements related to audited 
f inancial s t a t e m e n t s (para-
graphs 17 through 19) 
d. Financial presentations to comply 
with contractual agreements or 
regulatory provisions (paragraphs 
20 through 28) 
e. Financial information presented 
in prescribed forms or schedules 
that require a prescribed form of 
auditor's report (paragraphs 30 
and 31) 
FINANCIAL STATEMENTS 
PREPARED IN CONFORMITY WITH 
A COMPREHENSIVE BASIS OF 
ACCOUNTING OTHER THAN 
GENERALLY ACCEPTED 
ACCOUNTING PRINCIPLES 
2. Generally accepted auditing 
standards are applicable when an 
auditor conducts an audit of and 
reports on any financial statement.1 
The term financial statement refers 
to a presentation of financial data, 
including accompanying notes, 
derived from accounting records and 
intended to communicate an entity's 
economic resources or obligations at 
a point in time or the changes therein 
for a period of time in accordance 
with a comprehensive basis of 
1A financial statement may be, for example, 
that of a corporation, a consolidated group of 
corporations, a combined group of affiliated 
entities, a not-for-profit organization, a gov-
ernmental unit, an estate or trust, a partner-
ship, a proprietorship, a segment of any of 
these, or an individual. 
accounting. For reporting purposes, 
the independent auditor should con-
sider each of the following types of 
financial presentations to be a finan-
cial statement: 
a. Balance sheet 
b. Statement of income or statement 
of operations 
c. Statement of retained earnings 
d. Statement of cash flows 
e. Statement of changes in owners' 
equity 
f. Statement of assets and liabilities 
that does not include owners' 
equity accounts 
g. Statement of revenue and 
expenses 
h. Summary of operations 
i. Statement of operations by prod-
uct lines 
j . Statement of cash receipts and 
disbursements 
3. An independent auditor's 
judgment concerning the overall pre-
sentation of financial statements 
should be applied within an identifi-
able framework (see SAS No. 5, The 
Meaning of "Present Fairly in Con-
formity With Generally Accepted 
Accounting Principles" in the Inde-
pendent Auditor's Report [AICPA, 
Professional Standards, vol. 1, AU 
sec. 411]). Normally, the framework 
is provided by generally accepted 
accounting principles, and the audi-
tor's judgment in forming an opinion 
is applied accordingly (see paragraph 
4 of SAS No. 5). In some circum-
stances, however, a comprehensive 
basis of accounting other than gener-
ally accepted accounting principles 
may be used. 
4. For purposes of this State-
ment, a comprehensive basis of 
accounting other than generally 
accepted accounting principles is a 
basis described in one of the follow-
ing ways as— 
a. A basis of accounting that the 
reporting entity uses to comply 
with the requirements or financial 
reporting provisions of a govern-
mental regulatory agency to 
whose jurisdiction the entity is 
subject. Examples are a basis of 
accounting prescribed in a uni-
form system of accounts that the 
Interstate Commerce Commis-
sion requires trucking companies 
to use and a basis of accounting 
insurance companies use pursu-
ant to the rules of a state insurance 
commission. 
b. A basis of accounting that the 
reporting entity uses or expects to 
use to file its income tax return for 
the period covered by the finan-
cial statements. 
c. The cash receipts and disburse-
ments basis of accounting, and 
modifications of the cash basis 
having substantial support, such 
as recording depreciation on fixed 
assets or accruing income taxes. 
d. A definite set of criteria having 
substantial support that is applied 
to all material items appearing in 
financial statements, such as the 
price-level basis of accounting.2 
Unless one of the foregoing descrip-
tions applies, reporting under the 
provisions of paragraph 5 is not per-
mitted. 
5. Reporting on Financial State-
ments Prepared in Conformity With 
an Other Comprehensive Basis of 
Accounting (OCBOA). W h e n 
reporting on financial statements 
prepared in accordance with a com-
prehensive basis of accounting other 
than generally accepted accounting 
9 
2
 Current value financial statements are not 
considered to be financial statements pre-
pared in conformity with an other compre-
hensive basis of accounting. (See paragraphs 
25 through 28 for guidance on reporting 
when current value financial statements are 
prepared to satisfy contractual agreements.) 
However, there are circumstances where 
information prepared in conformity with a 
current value basis of accounting is consid-
ered to be a presentation in conformity with 
generally accepted accounting principles, for 
example, employee benefit plans, personal 
financial statements, mutual and common 
trust funds, and investment companies. 
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principles, as defined in paragraph 4, 
an independent auditor should 
include in the report— 
a. A title that includes the word 
independent. 
b. A paragraph that— 
(1) States that the financial state-
ments identified in the report 
were audited. 
(2) States that the financial state-
ments are the responsibility of 
the Company's management 
and that the auditor is respon-
sible for expressing an opinion 
on the financial statements 
based on the audit. 
c. A paragraph that— 
(1) States that the audit was con-
ducted in accordance with 
generally accepted auditing 
standards. 
(2) States that generally accepted 
auditing standards require 
that the auditor plan and per-
form the audit to obtain rea-
sonable assurance about 
whether the financial state-
ments are free of material mis-
statement. 
(3) States that an audit includes— 
(a) Examining, on a test basis, 
evidence supporting the 
amounts and disclosures in 
the financial statements, 
(b) Assessing the accounting 
principles used and signifi-
cant estimates made by 
management, and 
(c) Evaluating the overall 
financial statement pre-
sentation (see paragraph 
9). 
(4) S t a t e s t h a t t h e a u d i t o r 
believes that his or her audit 
provides a reasonable basis for 
the opinion. 
d. A paragraph that— 
(1) States the basis of presenta-
tion and refers to the note to 
the financial statements that 
describes the basis (see para-
graphs 9 and 10). 
(2) States that the financial state-
ments are not intended to be a 
presentation in conformity 
wi th genera l ly accepted 
accounting principles. 
(3) Restricts the distribution of 
the report (to those within the 
entity and the regulatory 
agency), if the financial state-
ments are prepared in accor-
dance with the requirements 
or financial reporting provi-
sions of a governmental regu-
latory agency. (The auditor 
may use this form of reporting 
only if the financial statements 
are intended solely for filing 
with a regulatory agency or if 
additional distribution is rec-
ognized as appropriate by an 
AICPA accounting or audit 
guide or auditing interpreta-
tion.)3 
e. A paragraph that expresses the 
auditor's opinion (or disclaims an 
opinion) on whether the financial 
statements are presented fairly, in 
all material respects, in conform-
ity with the basis of accounting 
described. If the auditor con-
cludes that the financial state-
ments are not presented fairly on 
the basis of accounting described, 
he or she should disclose all the 
substantive reasons for that con-
clusion in an explanatory para-
graph(s) (preceding the opinion 
paragraph) of the report and 
should include in the opinion para-
graph the appropriate modifying 
language and a reference to such 
explanatory paragraph(s).4 
f. The manual or printed signature of 
the auditor's firm. 
g. The date. 
6. Unless the financial state-
ments meet the conditions for pre-
sentation in conformity with a 
"comprehensive basis of accounting 
o ther than general ly accepted 
accounting principles" as defined in 
paragraph 4, the auditor should use 
the standard form of report (see para-
graph 8 of SAS No. 58, Reports on 
Audited Financial Statements 
3
 This form of reporting is appropriate, even 
though by law or regulation the auditor's 
report may be made a matter of public 
record, 
4
 Paragraph 29 discusses other circumstances 
that may require that the auditor add addi-
tional explanatory language to the special 
report. 
[AICPA, Professional Standards, 
vol. 1, AU sec. 508]), modified as 
appropriate because of the depar-
tures from generally accepted 
accounting principles. 
7. Terms such as balance sheet, 
statement of financial position, state-
ment of income, statement of opera-
tions, and statement of cashflows, or 
similar unmodified titles are gener-
ally understood to be applicable only 
to financial statements that are 
intended to present financial posi-
tion, results of operations, or cash 
flows in conformity with generally 
accepted accounting principles. Con-
sequently, the auditor should con-
s i d e r w h e t h e r t h e f i n a n c i a l 
statements he or she is reporting on 
are suitably tided. For example, a 
cash basis financial statement might 
be titled statement of assets and lia-
bilities arising from cash transac-
tions, or statement of increases or 
decreases in funds arising from cash 
transactions, and a financial state-
ment prepared on a statutory or regu-
latory basis might be titled statement 
of income—statutory basis. If the 
auditor believes that the financial 
statements are not suitably titled, the 
auditor should disclose his or her res-
ervations in an explanatory para-
graph of the report and qualify the 
opinion. 
8. Following are illustrations of 
reports on financial statements pre-
pared in accordance with a compre-
hensive basis of accounting other 
than generally accepted accounting 
principles. 
Financial Statements Prepared 
on a Basis Prescribed by a 
Regulatory Agency Solely for 
Filing With That Agency5 
Independent Auditor's Report 
We have audited the accompanying 
statements of admitted assets, liabili-
ties, and surplus—statutory basis of 
XYZ Insurance Company as of Decem-
ber 31 , 19X2 and 19X1, and the related 
5
 Additional distribution of the financial state-
ments or auditor's report may be appropriate 
when recognized as such by an AICPA 
accounting or audit guide or auditing inter-
pretation. 
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statements of income—statutory basis 
and changes in surplus—statutory 
basis for the years then ended. These 
financial statements are the responsi-
bility of the Company's management. 
Our responsibility is to express an 
opinion on these financial statements 
based on our audits. 
We conducted our audits in accordance 
with generally accepted auditing stand-
ards. Those standards require that we 
plan and perform the audit to obtain 
reasonable assurance about whether 
the financial statements are free of 
material misstatement. An audit 
includes examining, on a test basis, 
evidence supporting the amounts and 
disclosures in the financial statements. 
An audit also includes assessing the 
accounting principles used and signifi-
cant estimates made by management, 
as well as evaluating the overall finan-
cial s ta tement presentat ion. We 
believe that our audits provide a rea-
sonable basis for our opinion. 
As described in Note X, these financial 
statements were prepared in conform-
ity with the accounting practices pre-
scribed or permitted by the Insurance 
Department of [State] and are not 
intended to be a presentation in con-
formity with generally accepted 
accounting principles. This report is 
intended solely for filing with the 
[name of regulatory agency] and 
should not be used for any other pur-
pose. 
In our opinion, the financial state-
ments referred to above present fairly, 
in all material respects, the admitted 
assets, liabilities, and surplus of XYZ 
Insurance Company as of December 
31, 19X2 and 19X1, and the results of 
its operations for the years then ended, 
on the basis of accounting described in 
Note X. 
Financial Statements Prepared on 
the Entity's Income Tax Basis 
Independent Auditor's Report 
We have audited the accompanying 
statements of assets, liabilities, and 
capital—income tax basis of ABC Part-
nership as of December 31, 19X2 and 
19X1, and the related statements of 
revenue and expenses—income tax 
basis and of changes in partners' capital 
accounts—income tax basis for the 
years then ended. These financial 
statements are the responsibility of the 
Par tnership 's management . Our 
responsibility is to express an opinion 
on these financial statements based on 
our audits. 
We conducted our audits in accordance 
with generally accepted auditing stand-
ards. Those standards require that we 
plan and perforin the audit to obtain 
reasonable assurance about whether 
the financial statements are free of 
material misstatement. An audit 
includes examining, on a test basis, 
evidence supporting the amounts and 
disclosures in the financial statements. 
An audit also includes assessing the 
accounting principles used and signifi-
cant estimates made by management, 
as well as evaluating the overall finan-
cial s ta tement presentat ion. We 
believe that our audits provide a rea-
sonable basis for our opinion. 
As described in Note X, these financial 
statements were prepared on the 
accounting basis used for income tax 
purposes and are not intended to be a 
presentation in conformity with gener-
ally accepted accounting principles. 
In our opinion, the financial state-
ments referred to above present fairly, 
in all material respects, the assets, lia-
bilities, and capital of ABC Partner-
ship as of December 31, 19X2 and 
19X1, and its revenue and expenses 
and changes in partners' capital ac-
counts for the years then ended, on 
the basis of accounting described in 
Note X. 
Financial Statements Prepared on 
the Cash Basis 
Independent Auditor's Report 
We have audited the accompanying 
statements of assets and liabilities aris-
ing from cash transactions of XYZ Com-
pany as of December 31, 19X2 and 
19X1, and the related statements of 
revenue collected and expenses paid 
for the years then ended. These finan-
cial statements are the responsibility of 
the Company's management. Our 
responsibility is to express an opinion 
on these financial statements based on 
our audits. 
We conducted our audits in accordance 
with generally accepted auditing stand-
ards. Those standards require that we 
plan and perform the audit to obtain 
reasonable assurance about whether 
the financial statements are free of 
material misstatement. An audit 
includes examining, on a test basis, 
evidence supporting the amounts and 
disclosures in the financial statements. 
An audit also includes assessing the 
accounting principles used and signifi-
cant estimates made by management, 
as well as evaluating the overall finan-
cial s ta tement presentat ion. We 
believe that our audits provide a rea-
sonable basis for our opinion. 
As described in Note X, these financial 
statements were prepared on the basis 
of cash receipts and disbursements and 
are not intended to be a presentation in 
conformity with generally accepted 
accounting principles. 
In our opinion, the financial state-
ments referred to above present fairly, 
in all material respects, the assets and 
liabilities arising from cash transactions 
of XYZ Company as of December 31, 
19X2 and 19X1, and its revenue col-
lected and expenses paid during the 
years then ended, on the basis of 
accounting described in Note X. 
9. Evaluating the Adequacy of 
Disclosure in Financial Statements 
Prepared in Conformity with an 
Other Comprehensive Basis of 
Accounting. In reporting on finan-
cial Statements prepared on a com-
prehensive basis of accounting other 
than generally accepted accounting 
principles, the auditor should con-
sider whe the r the financial state-
ments (including the accompanying 
notes) include all informative disclo-
sures that are appropriate for the 
basis of accounting used. The auditor 
should apply essentially the same cri-
teria to financial statements prepared 
on an other comprehensive basis of 
accounting as he does to financial 
statements prepared in conformity 
with generally accepted accounting 
principles. Therefore, the auditor's 
opinion should be based on his or her 
j u d g m e n t regarding w h e t h e r the 
financial statements, including the 
related notes, are informative of mat-
ters that may affect their use, under-
s t a n d i n g , a n d i n t e r p r e t a t i o n as 
discussed in paragraph 4 of SAS No. 
5, The Meaning of "Present Fairly in 
Conformity with Generally Accepted 
Accounting Principles" in the Inde-
pendent Auditor's Report (AICPA, 
Professional Standards, vol. 1, AU 
sec. 411). 
10. Financial s t a t ement s p r e -
pared on an other comprehensive 
basis of accounting should include, in 
the accompanying notes, a summary 
of significant accounting policies that 
discusses the basis of presentation 
and describes how that basis differs 
from generally accepted accounting 
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principles.6 In addition, when the 
financial statements contain items 
that are the same as, or similar to, 
those in financial statements pre-
pared in conformity with generally 
accepted accounting principles, simi-
lar informative disclosures are appro-
pr ia te . For example, financial 
statements prepared on an income 
tax basis or a modified cash basis of 
accounting usually reflect deprecia-
tion, long-term debt and owners' 
equity. Thus, the informative disclo-
sures for depreciation, long-term 
debt and owners' equity in such 
financial statements should be com-
parable to those in financial state-
ments prepared in conformity with 
generally accepted accounting prin-
ciples. In evaluating the adequacy of 
disclosures, the auditor should also 
consider disclosures related to mat-
ters that are not specifically identi-
fied on the face of the financial 
statements, such as (a) related party 
transactions, (b) restrictions on assets 
and owners' equity, (c) subsequent 
events, and (d) uncertainties. 
SPECIFIED ELEMENTS, 
ACCOUNTS, OR ITEMS OF A 
FINANCIAL STATEMENT 
11. An independent auditor may 
be requested to express an opinion 
on one or more specified elements, 
accounts, or items of a financial state-
ment. In such an engagement, the 
specified element(s), account(s), or 
item(s) may be presented in the 
report or in a document accompany-
ing the report. Examples of one or 
more specified elements, accounts, 
or items of a financial statement that 
an auditor may report on based on an 
audit performed in accordance with 
generally accepted auditing stand-
ards include rentals, royalties, a 
profit participation, or a provision for 
income taxes.7 
6
 The effects of the differences between gener-
ally accepted accounting principles and the 
basis of presentation of the financial state-
ments that the auditor is reporting on need 
not be quantified. 
7
 See SAS No. 35, Special Reports—Applying 
Agreed-Upon Procedures to Specified Ele-
ments, Accounts, or Items of a Financial 
Statement (AICPA, Professional Standards, 
vol. 1, AU sec. 622), for guidance on report-
ing on the results of applying agreed-upon 
procedures to one or more specified ele-
ments, accounts, or items of a financial state-
ment. 
12. In expressing an opinion on 
one or more specified elements, 
accounts, or items of a financial state-
ment, the auditor should plan the 
audit and prepare his or her report 
with a view to the purpose of the 
engagement.8 With the exception of 
the first standard of reporting, the 
ten generally accepted auditing stand-
ards are applicable to any engage-
ment to express an opinion on one or 
more specified elements, accounts, 
or items of a financial statement. 
However, because the first standard 
of reporting states that the auditor's 
report should indicate whether the 
financial statements are presented in 
conformity with generally accepted 
accounting principles, this standard 
is applicable only when the specified 
elements, accounts, or items of a 
financial statement are prepared in 
conformity with generally accepted 
accounting principles. 
13. An engagement to express an 
opinion on one of more specified ele-
ments, accounts, or items of a finan-
cial statement may be undertaken as 
a separate engagement or in conjunc-
tion with an audit of financial state-
ments. In such an engagement, an 
auditor expresses an opinion on each 
of the specified elements, accounts, 
or items encompassed by the audi-
tor's report; therefore, the measure-
ment of materiality must be related 
to each individual element, account, 
or item reported on rather than to the 
aggregate thereof or to the financial 
statements taken as a whole. Conse-
quently, an audit of a specified ele-
ment, account, or item for purposes 
of reporting thereon is usually more 
extensive than if the same informa-
tion were being considered in con-
junction with an audit of financial 
statements taken as a whole. Also, 
many financial statement elements 
are interrelated, for example, sales 
and receivables; inventory and pay-
ables; buildings and equipment; and 
8
 SAS No. 53, The Auditor's Responsibility to 
Detect and Report Errors and Irregularities 
(AICPA, Professional Standards, vol. 1, AU 
sec. 316), provides guidance on the auditor's 
responsibility for detecting material errors 
and irregularities in an audit of one or more 
specified elements, accounts, or items of 
financial statements conducted in accordance 
with generally accepted auditing standards 
. (see paragraph 32). 
depreciation. The auditor should be 
satisfied that elements, accounts, or 
items that are interrelated with those 
on which he or she has been engaged 
to express an opinion have been con-
sidered in expressing the opinion. 
14. The audi tor should not 
express an opinion on specified ele-
ments, accounts, or items included in 
financial statements on which he or 
she has expressed an adverse opinion 
or disclaimed an opinion based on an 
audit,9 if such reporting would be tan-
tamount to expressing a piecemeal 
opinion on the financial statements 
(see paragraph 73 of SAS No. 58, 
Reports on Audited Financial State-
ments [AICPA, Professional Stand-
ards, vol. 1, AU sec. 508]). However, 
in those circumstances', an auditor 
would be able to express an opinion 
on one or more specified elements, 
accounts, or items of a financial state-
ment provided that the matters to be 
reported on and the related scope of 
the audit were not intended to and 
did not encompass so many ele-
ments, accounts, or items as to con-
stitute a major portion of the financial 
statements. For example, it may be 
appropriate for an auditor to express 
an opinion on an entity's accounts 
receivable balance even if the auditor 
has disclaimed an opinion on the 
financial statements taken as a whole. 
However, the report should not 
accompany the financial statements 
of the entity unless the report on the 
full financial statements, containing 
the adverse opinion or disclaimer of 
opinion, also accompanies those 
statements. 
15. Reports on One or More 
Specified Elements, Accounts, or 
Items of a Financial Statement. 
When an independent auditor is 
engaged to express an opinion on one 
or m o r e spec i f i ed e l e m e n t s , 
accounts, or items of a financial state-
ment, the report should include— 
a. A title that includes the word 
independent. 
9
 The guidance in this paragraph does not 
apply to a compilation or review of historical 
financial statements made in accordance with 
the guidance contained in the Statements on 
Standards for Accounting and Review Ser-
vices (SSARS). 
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b. A paragraph that— 
(1) States that the specified ele-
ments, accounts, or items 
identified in the report were 
audited. (If applicable, state 
that the audit was made in 
conjunction with an audit of 
the company's financial state-
ments. Fur thermore , any 
departure from the standard 
report on those statements 
should also be disclosed.)10 
(2) Describes the basis on which 
the speci f ied e l e m e n t s , 
accounts, or items are pre-
sented and, when applicable, 
any agreements specifying 
such basis (see paragraphs 9 
and 10), if the presentation is 
not prepared in conformity 
with genera l ly accep ted 
accounting principles or an 
other comprehensive basis of 
accounting. 
(3) States that the statement that 
presents the specified ele-
ments, accounts, or items is 
the responsibility of the Com-
pany's management and that 
the auditor is responsible for 
expressing an opinion on the 
specified elements, accounts, 
or items based on the audit. 
c. A paragraph that includes a 
description and source of signifi-
cant interpretations made by the 
Company's management, if any, in 
the course of the engagement 
relating to the provisions of a rele-
vant agreement. 
d. A paragraph that— 
(1) States that the audit was con-
ducted in accordance with 
generally accepted auditing 
standards. 
(2) States that generally accepted 
auditing standards require 
that the auditor plan and per-
form the audit to obtain rea-
sonable assurance about 
whether the specified ele-
ments, accounts, or items are 
free of material misstatement. 
(3) States that ah audit includes— 
(a) Examining, on a test basis, 
evidence supporting the 
amounts and disclosures 
in the presentation of the 
s p e c i f i e d e l e m e n t s , 
accounts, or items, 
(b) Assessing the accounting 
principles used and signifi-
cant estimates made by 
management, and 
(c) Evaluating the overall 
presentation of the speci-
fied elements, accounts, 
or items. 
(4) S t a t e s t h a t t h e a u d i t o r 
believes that the audit pro-
vides a reasonable basis for his 
or her opinion. 
e. A paragraph that expresses the 
auditor's opinion or disclaims an 
opinion on whether the specified 
elements, accounts, or items are 
fairly presented, in all material 
respects, in conformity with the 
basis of accounting described. If 
the auditor concludes that the 
specified elements, accounts, or 
items are not presented fairly on 
the basis of accounting described, 
the auditor should disclose all the 
substantive reasons for that con-
clusion in an explanatory para-
graph(s) (preceding the opinion 
paragraph) of the report and 
should include in the opinion para-
graph appropriate modifying lan-
guage and a reference to such 
explanatory paragraph(s).11 
f. A paragraph that restricts the dis-
tribution of the report (to those 
within the entity and the parties to 
the contract)12 if the specified ele-
ment, account, or item is prepared 
to comply with the requirements 
or financial reporting provisions of 
a contract or agreement that 
results in a presentation that is not 
in conformity with generally 
accepted accounting principles or 
an other comprehensive basis of 
accounting. 
g. The manual or printed signature 
of the auditor's firm. 
h. The date. 13 
When expressing an opinion on one 
or m o r e spec i f i ed e l e m e n t s , 
accounts, or items of a financial state-
ment, the auditor, to provide more 
information as to the scope of the 
audit, may wish to describe certain 
other auditing procedures applied. 
16. Following are illustrations of 
reports expressing an opinion on one 
or m o r e spec i f i ed e l e m e n t s , 
accounts, or items of a financial state-
ment. 
10
 The auditor should consider the effect that 
any departure from the standard report on 
the audited financial statements might have 
on the report on a specified element, 
account, or item thereof. Also, if the auditor's 
report contained additional explanatory lan-
guage because of the c i rcumstances 
described in paragraph 11 of SAS No. 58, 
Reports on Audited Financial Statements 
(AICPA, Professional Standards, vol. 1, AU 
sec. 508), the auditor should consider the 
effect of such explanatory language on the 
report on the specified element, account, or 
item, as discussed in paragraph 29. No refer-
ence to an accounting change is necessary, 
however, if the change in accounting princi-
ple discussed in the auditor's report on the 
audited financial statements does not affect 
the comparability of the specified element, 
account, or item presented. 11
 See note 4. 
12
 This type of report should be restricted 
because the basis of presentation is deter-
mined by reference to a document that would 
not generally be available to other third par-
ties. Such a restriction would not be neces-
sary if the prescribed basis resulted in a 
presentation in conformity with generally 
accepted accounting principles or an other 
comprehensive basis of accounting and the 
auditor's report so indicated. However, if the 
presentation were prepared on a basis pre-
scribed by a governmental regulatory agency 
(which is also OCBOA), the auditor should 
restrict the distribution of the report on such 
presentation. See paragraph 5, item d(3), for 
further reporting guidance in this section. 
13
 When an auditor is engaged to report on a 
specified element, account, or item of a 
financial statement in conjunction with his or 
her audit of the Company's financial state-
ments, the date of the report should be the 
same as the date of the report on the full 
financial statements. However, if a significant 
period of time has elapsed between the date 
of the auditor's report on the financial state-
ments and the date the report is released on 
the specified element, account, or item of 
those financial statements, the auditor may 
wish to include the following paragraph in his 
or her report: 
Because we have not audited any financial 
statements of XYZ Company, Inc., as of 
any date or for any period subsequent to 
December 31, 19XX, we have no knowl-
edge of the effects, if any, on the [describe 
specified element, account, or item of the 
financial statement] of events that may 
have occurred subsequent to the date of 
completion of our audit. 
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Report Relating to Accounts 
Receivable 
Independent Auditor's Report 
We have audited the accompanying 
schedule of accounts receivable of ABC 
Company as of December 31, 19X2. 
This schedule is the responsibility of 
t h e Company ' s m a n a g e m e n t . O u r 
responsibility is to express an opinion 
on this schedule based on our audit. 
We conducted our audit in accordance 
with generally accepted auditing stand-
ards. Those standards require that we 
plan and perform the audit to obtain 
reasonable assurance about whether 
the schedule of accounts receivable is 
free of material misstatement. An audit 
includes examining, on a test basis, 
evidence supporting the amounts and 
disclosures in the schedule of accounts 
rece ivab le . An audi t also inc ludes 
assessing the accounting principles 
used and significant estimates made by 
management, as well as evaluating the 
overal l s chedu le p resen ta t ion . We 
believe that our audit provides a rea-
sonable basis for our opinion. 
In o u r o p i n i o n , t h e s c h e d u l e of 
accounts receivable referred to above 
presents fairly, in all material respects, 
the accounts receivable of ABC Com-
pany as of December 31, 19X2, in con-
f o r m i t y w i t h g e n e r a l l y a c c e p t e d 
accounting principles.14 
Report Relating to Amount of Sales 
for the Purpose of 
Computing Rental 
Independent Auditor's Report 
We have audited the accompanying 
schedule of gross sales (as defined in 
the lease agreement dated March 4, 
19XX, between ABC Company, as les-
sor, and XYZ Stores Corporation, as 
lessee) of XYZ Stores Corporation at its 
Main Street store, [City, State], for the 
year ended December 31, 19X2. This 
schedule is the responsibility of the 
Company's management. Our respon-
sibility is to express an opinion on this 
schedule based on our audit. 
We conducted our audit in accordance 
with generally accepted auditing stand-
ards. Those standards require that we 
plan and perform the audit to obtain 
reasonable assurance about whether 
the schedule of gross sales is free of 
m a t e r i a l m i s s t a t e m e n t . An a u d i t 
includes examining, on a test basis, 
evidence supporting the amounts and 
disclosures in the schedule of gross 
sales. An audit also includes assessing 
the accounting principles used and sig-
nificant estimates made by manage-
ment , as well as evaluating the overall 
schedule presenta t ion . We bel ieve 
that our audit provides a reasonable 
basis for our opinion. 
In our opinion, the schedule of gross 
sales referred to above presents fairly, 
in all material respects, the gross sales 
of XYZ Stores Corporation at its Main 
Street store, [City, State], for the year 
ended December 31 , 19X2, as defined 
in the lease agreement referred to in 
the first paragraph. 
This report is in tended solely for the 
information and use of the board of 
d i rec tors and m a n a g e m e n t of XYZ 
Stores Corporat ion and ABC Com-
pany. 15 
Report Relating to Royalties 
Independent Auditor's Report 
We have audited the accompanying 
schedule of royalt ies appl icable to 
engine production of the Q Division of 
XYZ Corporation for the year ended 
December 31, 19X2, under the terms 
of a license agreement dated May 14, 
19XX, be tween ABC Company and 
XYZ Corporation. This schedule is the 
responsibili ty of XYZ Corporation's 
management . Our responsibility is to 
express an opinion on this schedule 
based on our audit. 
We conducted our audit in accordance 
with generally accepted auditing stand-
ards. Those standards require that we 
plan and perform the audit to obtain 
reasonable assurance about whether 
the schedule of royalties is free of 
m a t e r i a l m i s s t a t e m e n t . An a u d i t 
includes examining, on a test basis, 
evidence supporting the amounts and 
disclosures in the schedule. An audit 
also includes assessing the accounting 
principles used and significant esti-
mates made by management , as well as 
evaluating the overall schedule pre-
sentation. We believe that our audit 
provides a reasonable basis for our 
opinion. 
We have been informed that, under 
XYZ Corporation's interpretat ion of 
the agreement referred to in the first 
paragraph, royalties were based on the 
number of engines produced after giv-
15
 See note 12. 
ing effect to a reduction for production 
ret i rements that were scrapped, but 
without a reduction for field re turns 
that were scrapped, even though the 
field returns were replaced with new 
engines without charge to customers. 
In our opinion, the schedule of royal-
ties referred to above presents fairly, in 
all material respects, the number of 
engines produced by the Q Division of 
XYZ Corpora t ion d u r i n g t h e yea r 
ended December 31 , 19X2, and the 
amount of royalties applicable thereto, 
under the license agreement referred 
to above. 
This report is in tended solely for the 
information and use of the board of 
directors and management of XYZ Cor-
poration and ABC Company.16 
Report on a Profit Participation 
Independent Auditor's Report 
W e h a v e a u d i t e d XYZ C o m p a n y ' s 
schedule of John Smith's profit partici-
pation for the year ended December 
31 , 19X1. This schedule is the respon-
sibility of the Company's management. 
Our responsibil i ty is to express an 
opinion on this schedule based on our 
audit. We have also audited, in accor-
dance with generally accepted auditing 
standards, the financial statements of 
XYZ C o m p a n y for the year e n d e d 
December 31 , 19X1, and have issued 
our report thereon dated March 10, 
19X2.17 
We conducted our audit in accordance 
with generally accepted auditing stand-
ards. Those standards require that we 
plan and perform the audit to obtain 
reasonable assurance about whether 
the schedule of profit participation is 
free of material misstatement. An audit 
includes examining, on a test basis, 
evidence supporting the amounts and 
disclosures in the schedule. An audit 
also includes assessing the accounting 
principles used and significant esti-
mates made by management, as well as 
evaluating the overall schedule pre-
16
 See note 12. 
17
 If a specified element, account, or item is 
based on an entity's net income or stockhold-
ers' equity or the equivalent thereof, the 
auditor must have audited the complete 
financial statements to express an opinion on 
the specified element, account, or item. In 
these circumstances, the report on the latter 
should make reference to the auditor's 
report on the complete financial statements 
and, if the report was other than the stand-
ard report, describe the reason for the 
departure. Also, see paragraph 29 for addi-
tional reporting guidance. . 
14
 Since this presentation was prepared in con-
formity with generally accepted accounting 
p r inc ip l e s , the r e p o r t need not be 
restricted. 
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sentation. We believe that our audit 
provides a reasonable basis for our 
opinion. 
We have been informed that the docu-
ments that govern the determination of 
John Smith's profit participation are (a) 
the employment agreement between 
John Smith and XYZ Company dated 
February 1, 19X0, (b) the production 
and distribution agreement between 
XYZ Company and Television Network 
Incorporated dated March 1, 19X0, 
and (c) the studio facilities agreement 
between XYZ Company and QRX Stu-
dios dated April 1, 19X0, as amended 
November 1, 19X0. 
In our opinion, the schedule of profit 
pa r t i c ipa t ion re fer red to above 
presents fairly, in all material respects, 
John Smith's participation in the profits 
of XYZ Company for the year ended 
December 31, 19X1, in accordance 
with the provisions of the agreements 
referred to above. 
This report is intended solely for the 
information and use of the board of 
directors and management of XYZ 
Company and John Smith.19 
Report Relating to the Adequacy of 
a Provision for Income Taxes in 
Financial Statements19 
Independent Auditor's Report 
We have audited, in accordance with 
generally accepted auditing standards, 
the financial statements of XYZ Com-
pany, Inc., for the year ended June 30, 
19XX, and have issued our report 
thereon dated August 15, 19XX. We 
have also audited the current and 
deferred provision for the Company's 
federal and state income taxes for the 
year ended June 30, 19XX, included in 
those financial statements, and the 
related asset and liability tax accounts 
as of June 30, 19XX. This information is 
the responsibility of the Company's 
management. Our responsibility is to 
express an opinion on it based on our 
audit. 
We conducted our audit in accordance 
with generally accepted auditing stand-
ards. Those standards require that we 
plan and perform the audit to obtain 
reasonable assurance about whether 
the provision (and related accounts) is 
free of material misstatement. An audit 
includes examining, on a test basis, 
evidence supporting the amounts and 
18See note 12. 
19See note 17. 
disclosures related to the provision 
(and related accounts). An audit also 
includes assessing the accounting prin-
ciples used and significant estimates 
made by management, as well as evalu-
ating the overall presentation of the 
provision (and related accounts). We 
believe that our audit provides a rea-
sonable basis for our opinion. 
In our opinion, the Company has paid 
or, in all material respects, made ade-
quate provision in the financial state-
ments referred to above for the 
payment of all federal and state income 
taxes and for related deferred income 
taxes that could be reasonably esti-
mated at the time of our audit of the 
financial statements of XYZ Company, 
Inc., for the year ended June 30, 
19XX.20 
COMPLIANCE WITH ASPECTS OF 
CONTRACTUAL AGREEMENTS OR 
REGULATORY REQUIREMENTS 
RELATED TO AUDITED FINANCIAL 
STATEMENTS 
17. Entities may be required by 
con t r ac tua l a g r e e m e n t s , such as 
bond indentures and certain types of 
loan agreements , or by regulatory 
a g e n c i e s to fu rn i sh c o m p l i a n c e 
reports by independent auditors. For 
e x a m p l e , loan a g r e e m e n t s often 
impose on borrowers a variety of obli-
gations involving mat te rs such as 
payments into sinking funds, pay-
ments of interest , maintenance of 
current ratio, and restriction of divi-
dend payments . They usually also 
r e q u i r e t h e b o r r o w e r to furnish 
annual financial statements that have 
b e e n aud i t ed by an i n d e p e n d e n t 
aud i to r . In s o m e i n s t a n c e s , t h e 
lenders or their trustees may request 
a s su rance from t h e i n d e p e n d e n t 
auditor that the borrower has com-
plied with the covenants of the agree-
m e n t r e l a t i n g to a c c o u n t i n g or 
auditing matters. The independent 
auditor normally satisfies this request 
by giving negative assurance relative 
to the applicable covenants . This 
assurance may be given in a separate 
report or in one or more paragraphs 
of the auditor's report accompanying 
the financial statements. Such assur-
ance, however, should not be given 
unless the auditor has audited the 
financial s ta tements to which the 
20See note 14. 
contractual agreements or regulatory 
r e q u i r e m e n t s r e l a t e and, in any 
event, should not extend to cove-
nan ts u n r e l a t e d to account ing or 
auditing matters. 
18. When an auditor's report on 
compliance with contractual agree-
ments or regulatory provisions is 
being given in a separate report, the 
report should include— 
a. A ti t le that includes the word 
independent. 
b. A paragraph that states that the 
financial statements were audited 
in a c c o r d a n c e wi th gene ra l ly 
accepted auditing standards and 
includes the date of the auditor's 
report on those financial state-
ments. (If the auditor's report on 
the financial statements was other 
than a standard report, the audi-
tor should describe the repor t 
modification and the reasons that 
caused it.) 
c. A paragraph that provides nega-
tive assurance relative to compli-
a n c e w i t h t h e a p p l i c a b l e 
covenants of the agreement inso-
far as they relate to accounting 
and auditing matters and specifies 
that it is being given in connection 
with an audit of financial state-
ments. The auditor should ordi-
narily state that the audit was not 
directed primarily toward obtain-
ing knowledge regarding compli-
ance. 
d. A paragraph that restricts its dis-
t r ibu t ion (to those wi th in the 
entity and the parties to the con-
tract or regulatory agency), since 
the matters on which the auditor 
is reporting are set forth in a docu-
ment that is generally not avail-
able to other third parties. 
e. The manual or printed signature 
of the auditor's firm. 
f. The date. 
19. When an auditor's report on 
c o m p l i a n c e w i t h c o n t r a c t u a l 
agreements or regulatory provisions 
is i n c l u d e d in t h e r e p o r t t h a t 
expresses the auditor's opinion on the 
financial s t a t e m e n t s , t h e aud i to r 
should include a paragraph, after the 
opinion paragraph , that provides 
negative assurance relative to com-
pliance with the applicable covenants 
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of the agreement , insofar as they 
relate to accounting and audit ing 
matters, and specifies that it is being 
given in connection with an audit of 
financial s t a tements . The audi tor 
should also ordinarily state that the 
audit was not d i rec ted pr imari ly 
toward obtaining knowledge regard-
ing compliance. Following are exam-
ples of reports that might be issued 
under both types of circumstances: 
Report on Compliance With 
Contractual Provisions Given in a 
Separate Report 
Independent Auditor's Report 
We have audited, in accordance with 
generally accepted auditing standards, 
the balance sheets of XYZ Company as 
of December 31, 19X2 and 19X1, and 
the related statements of income, 
retained earnings, and cash flows for 
the years then ended, and have issued 
our report thereon dated February 16, 
19X3. 
In conducting our audits, nothing 
came to our attention that caused us to 
believe that the Company was not in 
compliance with any of the terms, cov-
enants, provisions, or conditions of 
sections XX to XX, inclusive, of the 
Indenture dated July 21, 19X0, with 
ABC Bank insofar as they relate to 
accounting or auditing matters. It 
should be noted, however, that our 
audits were not directed primarily 
toward obtaining knowledge of such 
noncompliance. 
This report is intended solely for the 
information and use of the board of 
directors and management of XYZ 
Company and ABC Bank. 
Report on Compliance With 
Contractual Provisions Included in 
Auditor's Standard Report 
Accompanying Financial Statements 
Independent Auditor's Report 
We have audited... [standard three 
paragraphs] 
In connection with our audits, nothing 
came to our attention that caused us to 
believe that the Company was not in 
compliance with any of the terms, cov-
enants, provisions, or conditions of 
sections XX to XX, inclusive, of the 
Indenture dated July 21, 19X0, with 
ABC Bank insofar as they relate to 
accounting or auditing matters. It 
should be noted, however, that our 
audits were not directed primarily 
toward obtaining knowledge of such 
noncompliance. 
This report is intended solely for the 
information and use of the board of 
directors and management of XYZ 
Company and ABC Bank. 
Report on Compliance With 
Regulatory Requirements Given in a 
Separate Report When the Auditor's 
Report on the Financial Statements 
Included an Explanatory Paragraph 
Because of an Uncertainty 
Independent Auditor's Report 
We have audited, in accordance with 
generally accepted auditing standards, 
the balance sheets of XYZ Company as 
of December 31, 19X2 and 19X1, and 
the related statements of income, 
retained earnings, and cash flows for 
the years then ended, and have issued 
our report thereon dated March 5, 
19X3, that included an explanatory 
paragraph that described the litigation 
discussed in Note X of those state-
ments. 
In connection with our audits, nothing 
came to our attention that caused us to 
believe that the Company failed to 
comply with the accounting provisions 
in sections (1), (2) and (3) of the Internal 
Revenue Code. It should be noted, 
however, that our audits were not 
directed primarily toward obtaining 
knowledge of noncompliance with 
such requirements. 
This report is intended solely for the 
information and use of the board of 
directors and management of XYZ 
Company and the Internal Revenue 
Service. 
FINANCIAL PRESENTATIONS TO 
COMPLY WITH CONTRACTUAL 
AGREEMENTS OR REGULATORY 
PROVISIONS 
20. An a u d i t o r is s o m e t i m e s 
asked to report on special-purpose 
financial s t a t e m e n t s p r e p a r e d to 
comply with a contractual agreement 
or regulatory provision. In most cir-
cumstances, these types of presenta-
tions are intended solely for the use 
of the parties to the agreement, regu-
latory bodies, or other specified par-
ties. This section discusses reporting 
on t he se types of p r e sen t a t i ons , 
which include the following: 
a. A special-purpose financial pre-
sentation prepared in compliance 
with a contractual agreement or 
regulatory provision that does not 
constitute a complete presenta-
tion of the entity's assets, liabili-
t i e s , r e v e n u e s and e x p e n s e s , 
although it is prepared in con-
formity with generally accepted 
accounting principles or an other 
comprehensive basis of account-
ing (paragraphs 21 through 24). 
b. A special-purpose financial pre-
sentation (may be a complete pre-
sentation of financial statements 
or a single financial statement) 
prepared on a basis of accounting 
prescribed in an agreement that 
does not result in a presentation in 
c o n f o r m i t y w i t h g e n e r a l l y 
accepted accounting principles or 
an other comprehensive basis of 
a c c o u n t i n g ( p a r a g r a p h s 2 5 
through 28). 
21 . Financial Statements Pre-
pared on a Basis of Accounting Pre-
scribed in a Contractual Agreement 
or Regulatory Provision That Results 
in an Incomplete Presentation, 
Although One That is in Conformity 
With Generally Accepted Accounting 
Principles or an Other Comprehen-
sive Basis of Accounting. A govern-
m e n t a l a g e n c y m a y r e q u i r e a 
schedule of gross income and certain 
expenses of an entity's real estate 
o p e r a t i o n in w h i c h i n c o m e and 
expenses are measured in conformity 
with generally accepted accounting 
principles, but expenses are defined 
to exclude certain items such as inter-
est, depreciation, and income taxes. 
Such a schedule may also present the 
excess of gross income over defined 
expenses. Also, a buy-sell agreement 
may specify a s c h e d u l e of gross 
assets and liabilities of the entity 
measured in conformity with gener-
ally accepted accounting principles, 
but limited to the assets to be sold 
and liabilities to be transferred pur-
suant to the agreement. 
22. Paragraph 2 of this Statement 
defines the term financial statement 
and includes a list of financial presen-
tations that an auditor should con-
sider to be a financial statement for 
reporting purposes. The concept of 
specified e l e m e n t s , accounts , or 
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items of a financial s tatement dis-
cussed in paragraphs 11 through 16, 
on the other hand, refers to account-
ing information that is part of but sig-
n i f i can t ly l e s s t h a n a f inanc ia l 
statement. The financial presenta-
tions described above should gener-
al ly b e r e g a r d e d as a financial 
statement, even though, as indicated 
a b o v e , c e r t a i n i t e m s m a y b e 
excluded. Furthermore, the presen-
tation should differ from a complete 
financial statement only to the extent 
necessary to meet the special pur-
pose for which it was prepared. In 
addition, when these financial pre-
sentations contain items that are the 
same as, or similar to, those con-
tained in a full set of financial state-
ments prepared in conformity with 
generally accepted accounting prin-
ciples, similar informative disclo-
sures are appropriate (see paragraphs 
9 and 10). 
23. Thus , when the auditor is 
asked to report on this type of presen-
tation, the measurement of material-
ity for purposes of expressing an 
opinion should be related to the pre-
sentation taken as a whole (see SAS 
No. 47, Audit Risk and Materiality in 
Conducting an Audit [AICPA, Pro-
fessional Standards, vol. 1, AU sec. 
312]). The auditor's repor t should 
include— 
a. A title that includes the word 
independent. 
b. A paragraph that— 
(1) States that the financial state-
ments identified in the report 
were audited. 
(2) States that the financial state-
ments are the responsibility of 
the Company's management21 
and that the auditor is respon-
sible for expressing an opinion 
on the financial s ta tements 
based on the audit. 
c. A paragraph that— 
(1) States that the audit was con-
d u c t e d in accordance with 
generally accepted audit ing 
standards. 
(2) States that generally accepted 
aud i t ing s t andards r e q u i r e 
that the auditor plan and per-
form the audit to obtain rea-
s o n a b l e a s s u r a n c e a b o u t 
whe the r the financial state-
ments are free of material mis-
statement. 
(3) States that an audit includes— 
(a) Examining, on a test basis, 
evidence support ing the 
amounts and disclosures in 
the financial statements, 
(b) Assessing the accounting 
principles used and signifi-
cant es t imates m a d e by 
management, and 
(c) E v a l u a t i n g t h e overa l l 
financial s t a t emen t p r e -
sentation. 
(4) S t a t e s t h a t t h e a u d i t o r 
believes that the audit pro-
vides a reasonable basis for his 
or her opinion. 
d. A paragraph that— 
(1) Explains what the presenta-
tion is intended to present and 
refers to the note to the spe-
cial-purpose financial state-
ments that describes the basis 
of p r e s e n t a t i o n (see para-
graphs 9 and 10). 
(2) States that the presentation is 
not intended to be a complete 
presenta t ion of the entity's 
assets, liabilities, revenues 
and expenses.22 
e. A paragraph that expresses the 
auditor's opinion related to the fair 
p r e s e n t a t i o n , in all m a t e r i a l 
respects, of the information the 
presentation is intended to pre-
sent in conformity with generally 
accepted accounting principles or 
an other comprehensive basis of 
accounting. If the auditor con-
cludes that the information the 
p r e s e n t a t i o n is i n t e n d e d to 
present is not presented fairly on 
the basis of accounting described, 
the auditor should disclose all the 
substantive reasons for that con-
clusion in an explanatory para-
graph(s) (preceding the opinion 
p a r a g r a p h ) of t h e r e p o r t and 
should include in the opinion par-
agraph appropriate modifying lan-
guage and a reference to such 
explanatory paragraph(s).23 
f. The manual or printed signature 
of the auditor's firm. 
g. The date. 
24. The following examples illus-
trate reports expressing an opinion 
on such special-purpose financial 
statements: 
Report on a Schedule of Gross 
Income and Certain Expenses to 
Meet a Regulatory Requirement 
Independent Auditor's Report 
We have audited the accompanying 
Historical Summaries of Gross Income 
and Direct Operating Expenses of 
ABC Apartments, City, State (Histori-
cal Summary), for each of the three 
years in the period ended December 
31, 19XX. These Historical Summaries 
are the responsibility of the Apart-
ments' management. Our responsibil-
ity is to express an opinion on the 
Historical Summaries based on our 
audits. 
We conducted our audits in accordance 
with generally accepted auditing 
standards. Those standards require 
that we plan and perform the audit to 
obtain reasonable assurance about 
whether the Historical Summaries are 
free of material misstatement. An audit 
includes examining, on a test basis, 
evidence supporting the amounts and 
disclosures in the Historical Summar-
ies. An audit also includes assessing the 
basis of accounting used and significant 
estimates made by management, as 
well as evaluating the overall presenta-
tion of the Historical Summaries. We 
believe that our audits provide a rea-
sonable basis for our opinion. 
23See note 4. 
21Sometimes, the auditor's client may not be 
the person responsible for the financial state-
ments on which the auditor is reporting. For 
example, when the auditor is engaged by the 
buyer to report on the seller's financial state-
ments prepared in conformity with a buy-sell 
agreement, the person responsible for the 
financial statements may be the seller's man-
agement. In this case, the wording of this 
statement should be changed to clearly iden-
tify the party that is responsible for the finan-
cial statements reported on. 
22The auditor should be satisfied that the finan-
cial statements presented are suitably titled 
to avoid any implication that the special-pur-
pose financial statements on which he or she 
is reporting are intended to present financial 
position, results of operations, or cash flows. 
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The accompanying Historical Sum-
maries were prepared for the purpose 
of complying with the rules and regula-
tions of the Securities and Exchange 
Commission (for inclusion in the regis-
tration statement on Form S-11 of 
DEF Corporation) as described in 
Note X and are not intended to be a 
complete presentation of the Apart-
ments' revenues and expenses. 
In our opinion, the Historical Summar-
ies referred to above present fairly, in 
all material respects, the gross income 
and d i r e c t o p e r a t i n g expenses 
described in Note X of ABC Apart-
ments for each of the three years in the 
period ended December 31, 19XX, in 
conformity with generally accepted 
accounting principles. 
Report on a Statement of Assets Sold 
and Liabilities Transferred to 
Comply With a Contractual 
Agreement 
Independent Auditor's Report 
We have audited the statement of net 
assets sold of ABC Company as of June 
8, 19XX, pursuant to the Purchase 
Agreement dated May 8, 19XX, 
between ABC Company and XYZ Cor-
poration, as described in Note X. This 
statement of net assets sold is the 
responsibility of the Company's man-
agement. Our responsibility is to 
express an opinion on the statement of 
net assets based on our audit. 
We conducted our audit in accordance 
with generally accepted auditing stand-
ards. Those standards require that we 
plan and perform the audit to obtain 
reasonable assurance about whether 
the statement of net assets is free of 
material misstatement. An audit 
includes examining, on a test basis, 
evidence supporting the amounts and 
disclosures in the statements. An audit 
also includes assessing the accounting 
principles used and significant esti-
mates made by management, as well as 
evaluating the overall presentation of 
the statement of net assets sold. We 
believe that our audit provides a rea-
sonable basis for our opinion. 
The accompanying statement was pre-
pared to present the net assets of ABC 
Company sold to XYZ Corporation 
pursuant to the purchase agreement 
described in Note X, and is not 
intended to be a complete presentation 
of ABC Company's assets and liabili-
ties. 
In our opinion, the accompanying 
statement of net assets sold presents 
fairly, in all material respects, the net 
assets sold of ABC Company pursuant 
to the purchase agreement referred to 
in Note X, in conformity with generally 
accepted accounting principles. 
25. Financial Statements Pre-
pared on a Basis of Accounting Pre-
scribed in an Agreement That Results 
in a Presentation That is Not in Con-
formity With Generally Accepted 
Accounting Principles or an Other 
Comprehensive Basis of Accounting. 
The auditor may be asked to report 
on special-purpose financial state-
ments prepared in conformity with a 
basis of accounting that departs from 
generally accepted accounting prin-
ciples or an o ther comprehensive 
basis of accounting. A loan agree-
ment, for example, may require the 
bor rower to p repa re consolidated 
financial statements in which assets, 
such as inventory, are presented on a 
basis that is not in conformity with 
generally accepted accounting prin-
ciples or an other comprehensive 
basis of accounting. Similarly, an 
agreement may require that manage-
ment prepare current value financial 
statements.24 An acquisition agree-
ment may require the financial state-
ments of the entity being acquired (or 
a segment of it) to be prepared in con-
formity wi th genera l ly accep ted 
accounting principles except for cer-
ta in asse ts , such as r ece ivab les , 
inventories, and properties for which 
a valuation basis is specified in the 
agreement. 
26. Financia l s t a t emen t s p re -
pared under a basis of accounting as 
discussed above are not considered 
to be prepared in conformity with a 
"comprehensive basis of accounting" 
as contemplated by paragraph 4 of 
this Statement because they do not 
meet the requirement of being "cri-
ter ia having substantial support ," 
even though the criteria are definite. 
24An accountant engaged to express an opinion 
on current value financial statements should 
ensure that he or she does not provide any 
form of assurance on matters relating to the 
entity's solvency or any financial presentation 
of matters relating to solvency. See the inter-
pretation of the Statement on Standards for 
Attestation Engagements titled Responding 
to Requests for Reports on Matters Relating 
to Solvency. 
27. When an auditor is asked to 
report on these types of financial pre-
s e n t a t i o n s , t h e r e p o r t s h o u l d 
include— 
a. A title that includes the word 
independent. 
b. A paragraph that— 
(1) States that the special-pur-
p o s e financial s t a t e m e n t s 
identified in the report were 
audited. 
(2) States that the financial state-
ments are the responsibility of 
the Company's management25 
and that the auditor is respon-
sible for expressing an opinion 
on the financial s ta tements 
based on the audit. 
c. A paragraph that-— 
(1) States that the audit was con-
d u c t e d in accordance wi th 
generally accepted audit ing 
standards. 
(2) States that generally accepted 
aud i t ing s tandards r e q u i r e 
that the auditor plan and per-
form the audit to obtain rea-
s o n a b l e a s s u r a n c e a b o u t 
whe the r the financial state-
ments are free of material mis-
statement. 
(3) States that an audit includes— 
(a) Examining, on a test basis, 
evidence support ing the 
amounts and disclosures in 
the financial statements, 
(b) Assessing the accounting 
principles used and signifi-
cant es t imates made by 
management, and 
(c) E v a l u a t i n g t h e overa l l 
financial s t a t emen t p r e -
sentation. 
(4) States that the audi tor b e -
lieves that the audit provides a 
reasonable basis for the audi-
tor's opinion. 
d. A paragraph that— 
(1) Explains what the presenta-
tion is intended to present and 
refers to the note to the spe-
cial-purpose financial state-
ments that describes the basis 
of p r e s e n t a t i o n (see para-
graphs 9 and 10). 
25See note 21. 
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(2) States that the presentation is 
not intended to be a presenta-
tion in conformity with gener-
al ly a c c e p t e d a c c o u n t i n g 
principles. 
e. A paragraph that expresses the 
auditor's opinion related to the fair 
p r e s e n t a t i o n , in all m a t e r i a l 
respects, of the information the 
p r e s e n t a t i o n is i n t e n d e d to 
present on the basis of accounting 
specified. If the auditor concludes 
that the information the presenta-
tion is intended to present is not 
presented fairly on the basis of 
accounting described, the auditor 
should disclose all the substantive 
reasons for that conclusion in an 
explanatory paragraph(s) (preced-
ing the opinion paragraph) of the 
report and should include in the 
opinion pa ragraph appropr ia te 
modifying language and a refer-
ence to such explanatory para-
graph(s).26 
f. A paragraph that restricts the dis-
tribution of the report (to those 
within the entity and the parties to 
the contract).27 
g. The manual or printed signature 
of the auditor's firm. 
h. The date. 
28. The following example illus-
trates reporting on special-purpose 
financial statements that have been 
prepared pursuant to a loan agree-
ment: 
Report on Financial Statements 
Prepared Pursuant to a Loan 
Agreement That Results in a 
Presentation not in Conformity With 
Generally Accepted Accounting 
Principles or an Other 
Comprehensive Basis of Accounting 
Independent Auditor's Report 
We have audited the special-purpose 
balance sheets of ABC Company as of 
December 31, 19X2 and 19X1, and the 
related special-purpose statements of 
income, retained earnings, and cash 
flows for the years then ended. These 
financial statements are the responsi-
bility of the Company's management. 
Our responsibility is to express an 
26See note 4. 
27See note 12. 
opinion on these financial statements 
based on our audits. 
We conducted our audits in accordance 
with generally accepted auditing stand-
ards. Those standards require that we 
plan and perform the audit to obtain 
reasonable assurance about whether 
the financial statements are free of 
material misstatement. An audit 
includes examining, on a test basis, 
evidence supporting the amounts and 
disclosures in the financial statements. 
An audit also includes assessing the 
accounting principles used and signi-
ficant estimates made by manage-
ment, as well as evaluating the overall 
financial statement presentation. We 
believe that our audits provide a rea-
sonable basis for our opinion. 
The accompanying special-purpose 
financial statements have been pre-
pared for the purpose of complying 
with, and on the basis of accounting 
practices specified in, Section 4 of a 
loan agreement between DEF Bank 
and the Company dated [date], as dis-
cussed in Note X, and are not intended 
to be a presentation in conformity with 
generally accepted accounting princi-
ples. 
In our opinion, the accompanying spe-
cial-purpose financial statements of 
ABC Company as of and for the years 
ended December 31, 19X2 and 19X1, 
are fairly presented, in all material 
respects, on the basis of accounting 
described in Note X. 
This report was prepared solely for the 
information and use of the board of 
directors of ABC Company and DEF 
Bank. 
CIRCUMSTANCES REQUIRING 
EXPLANATORY LANGUAGE IN AN 
AUDITOR'S SPECIAL REPORT 
29. To comply with the second 
and third standards of reporting, the 
auditor should also consider other 
mat ters that could reasonably b e 
expected to material ly affect the 
understanding of the financial state-
m e n t s (or s p e c i f i e d e l e m e n t s , 
accounts, or items thereof), indepen-
dent of the basis of accounting used. 
O the r circumstances may requ i re 
t h a t t h e a u d i t o r a d d a d d i t i o n a l 
explanatory language to the special 
report. These circumstances include 
the following: 
a. Lack of Consistency in Accounting 
Principles. If financial statements 
(or specified elements, accounts, 
or items thereof) have previously 
been issued in the same special 
circumstances28 and the basis of 
accounting has not been applied 
in a manner consistent with that of 
the preceding period, the auditor 
should add an explanatory para-
graph to the report (following the 
opinion paragraph) that describes 
the change in accounting princi-
ple and refers to the note to the 
financial statements that discusses 
the change and its effect on the 
financial statements.29 
b. Uncertainties. If t he financial 
s t a t e m e n t s (or specif ied e l e -
ments , accounts, or items thereof) 
are affected by uncertainties con-
cerning future events, the out-
come of which is not susceptible of 
reasonable estimation at the date 
of the auditor's report, the auditor 
should add an explanatory para-
graph after the opinion paragraph 
if— 
(1) The uncertainties are consid-
ered relevant to the presenta-
tion,30 and 
(2) There is no requirement in 
this Statement to restrict the 
distribution of the auditor's 
report for the type of presen-
tation the auditor is reporting 
on.31 However, even when the 
28When financial statements (or specified ele-
ments, accounts, or items thereof) have been 
prepared in conformity with generally 
accepted accounting principles in prior 
years, and the entity changes its method of 
presentation in the current year by preparing 
its financial statements in conformity with an 
other comprehensive basis of accounting, the 
auditor need not follow the reporting guid-
ance in this subparagraph (a). 
29A change in a provision of an agreement, con-
tract, or regulatory provision that is the basis 
of presentation of a financial statement (or 
specified element, account, or item thereof) 
is not considered to be a change in accounting 
principle for which the auditor would need to 
add an explanatory paragraph (although dis-
closure may be necessary). 
30The auditor should consider the guidance in 
paragraphs 16 through 33 of SAS No. 58, 
Reports on Audited Financial Statements 
(AICPA, Professional Standards, vol. 1, AU 
sec. 508), on addressing and evaluating mate-
rial uncertainties. 
31For purposes of this Statement, the auditor 
should not consider reports filed with certain 
regulatory agencies that later become a mat-
ter of public record to be restricted reports. 
Therefore, the explanatory paragraph would 
be necessary in these circumstances. 
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report is restricted, the audi-
tor may wish to add this 
explanatory paragraph (after 
the opinion paragraph) to the 
report to highlight the uncer-
tainty. 
For example, if the auditor is report-
ing on compliance with specific pro-
visions of a loan agreement or on the 
fair presentation of a schedule related 
to a specific aspect of an entity's oper-
ations (such as a schedule of profit 
participation), an explanatory para-
graph highlighting the material 
uncertainty arising from a lawsuit 
would not be necessary because the 
uncertainty is not relevant to the pre-
sentation and the report is restricted. 
On the other hand, such an explana-
tory paragraph would be necessary in 
a report on an entity's financial state-
ments prepared on the cash basis 
because the uncertainty would be 
relevant, and the report is not 
required to be restricted by this 
Statement. 
c. Going Concern Uncertainties. If 
the auditor has substantial doubt 
about the entity's ability to con-
tinue as a going concern for a 
period of time not to exceed one 
year from the balance sheet date, 
the auditor should add an explana-
tory paragraph after the opinion 
32See SAS No. 59, The Auditor's Consideration 
of an Entity's Ability to Continue as a Going 
Concern (AICPA, Professional Standards, 
vol. 1, AU sec. 341), for guidance on evaluat-
ing whether there is substantial doubt about 
the entity's ability to continue as a going con-
cern for a reasonable period of time and, if 
necessary, reporting examples. 
paragraph of the report only if the 
auditor's substantial doubt is rele-
vant to the presentation.32 (See 
preceding discussion in (b) for fur-
ther guidance on the requirement 
to include an explanatory para-
graph in the report because of a 
material uncertainty.) 
d. Other Auditors. When the audi-
tor decides to make reference to 
the report of another auditor as a 
basis, in part, for his or her opin-
ion, the auditor should disclose 
that fact in the introductory para-
graph of the report and should 
refer to the report of the other 
auditors in expressing his or her 
opinion. 
e. Comparative Financial State-
ments (or Specified Elements, 
Accounts, or Items Thereof). If 
the auditor expresses an opinion 
on prior-period financial state-
ments (or specified elements, 
accounts, or items thereof) that is 
different from the opinion he or 
she previously expressed on that 
same information, the auditor 
should disclose all of the substan-
tive reasons for the different opin-
ion in a separate explanatory 
paragraph preceding the opinion 
paragraph of the report. Guidance 
on reporting in this situation is 
contained in paragraphs 77 and 78 
in SAS No. 58, Reports on 
Audited Financial Statements 
(AICPA, Professional Standards, 
vol. 1, AU sec. 508). 
As in reports on financial statements 
prepared in conformity with gener-
ally accepted accounting principles, 
the auditor may add an explanatory 
paragraph to emphasize a matter 
regarding the financial statements (or 
specified elements, accounts, or 
items thereof), 
FINANCIAL INFORMATION 
PRESENTED IN PRESCRIBED 
FORMS OR SCHEDULES 
30. Printed forms or schedules 
designed or adopted by the bodies 
with which they are to be filed often 
prescribe the wording of an auditor's 
report. Many of these forms are not 
acceptable to independent auditors 
because the prescribed form of audi-
tor's report does not conform to the 
applicable professional reporting 
standards. For example, the pre-
scribed language of the report may 
call for assertions by the auditor that 
are not consistent with the auditor's 
function or responsibility. 
.31. Some report forms can be 
made acceptable by inserting addi-
tional wording; others can be made 
acceptable only by complete revi-
sion. When a printed report form 
calls upon an independent auditor to 
make an assertion that he or she is not 
justified in making, the auditor 
should reword the form or attach a 
separate report. In those situations, 
the reporting provisions of paragraph 
5 may be appropriate. 
EFFECTIVE DATE 
32. This Statement is effective 
for reports issued or reissued on or 
after January 1, 1989. Early applica-
tion of the provisions of this State-
ment is permissible. 
